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Sandbag’s new report reveals the European cement sector is reaping huge financial benefits from climate laws, adding to company profits and encouraging the import of emissions from other countries.  

Perverse incentives in the design of the EU’s ‘flagship’ climate change policy, the Emissions Trading Scheme (ETS), have increased cement sector emissions by more than 15 million tonnes of CO2: if the cement sector had been outside the ETS, its emissions would be lower.  While the surplus in emissions allowances that have accrued to most industrial sectors are now declining, in the cement sector the surpluses continue to grow. 
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Five “Carbon Fat Cat Companies” from the cement sector have collectively received nearly €1 billion worth of spare EU allowances (EUAs) for free between 2008 -2014.  As the number of free allowances available to all industry is fixed, over-allocation to cement companies is reducing the volume that can be allocated to other sectors that may need more protection.  

These facts highlight the urgent need to reform the rules governing the ETS in the ongoing reform of the Directive. A low emissions cement sector is possible, but to incentivise it requires that we:
· Secure a higher carbon price 
· End the over-allocation of allowances
· Provide new support for innovative processes and Carbon Capture Utilisation & Storage
   
Key findings:

Free allocation of ETS allowances exists to protect against potential ‘carbon leakage’.[footnoteRef:1] However, the rules are creating perverse effects. The ETS from 2008-2014 has inflated cement sector emissions through the import of emissions from other countries.  
 [1:  ‘Carbon leakage’ is the theory that a carbon price in Europe will lead to industries moving to other countries where they don’t have to pay for their pollution. With the EU carbon price currently at €5 per tonne, there is no evidence that carbon leakage is occurring or has occurred under the ETS. http://ec.europa.eu/clima/policies/ets/cap/leakage/docs/cl_evidence_factsheets_en.pdf] 

Under the current rules producers lose 50% of their free carbon allocation if they produce less than 50% of their historic activity levels. In the case of the cement sector these perverse incentives are linked to the production of clinker – an intermediary material of the cement-making process with a very high carbon intensity. Yearly production levels of clinker can affect the number of allowances an installation receives for free.

We show through data-driven analysis that this has created perverse incentives for installations to over-produce in order to avoid losing millions of euros worth of allowances.  This creates three undesirable outcomes:
· The lowest efficiency producers are maintaining output higher than they otherwise would in order to receive free allowances. This in turn reduces the running time of higher efficiency producers, increasing overall CO2 emissions. In 2013 low-efficiency kilns continued to produce 20 million tonnes of clinker, despite nearly 50 million tonnes of unused capacity existing among high-efficiency kilns. Cement manufacturers seem to be spreading production across as many installations as possible to gain maximum free allocation for each one of them, with the result that emissions increase.
· In some major producing countries cement is being made with increasing proportion of clinker, which increases emissions.  In spite of the average clinker-to-cement ratio in Europe being 74%, during the existence of the ETS this number rose to 75% in Italy, and 80% in Spain.
· Surplus allocation subsidises clinker production to such a degree that between 2005 and 2013 Europe has turned from an importer to an exporter of clinker. Rather than causing emissions to leak and industry to move abroad the opposite has occurred –emissions have increased at home.  In 2012, the first year affected by these perverse incentives, European clinker exports stood at 6.4 million tonnes, nearly 4 times the level from 2011 – and a further increase to 7.8 million tonnes was recorded in 2013.

We crown the Cement sector the new “ETS Fat Cat” 

Relative to its emissions, the burgeoning surplus of allowances for cement now dwarfs the steel sector’s, the previous largest holder, as of 2013.  This over-allocation is not only increasing the EU ETS windfall for the cement sector, but is also fostering complacency about decarbonisation.
· From 2008 to 2014, the cement sector received enough surplus allowances to cover 2.2 years of additional emissions without buying a single allowance.  
· Even though the 3rd phase of the EU ETS introduced measures to rein in over-allocation, the cement sector’s surplus will, continue to rise to 2020 when it will be equivalent in volume to 2.5 years’ of full emissions (assuming activity stays at 2014 levels).
· This expanding surplus is fed by allowances the sector receives as protection against carbon leakage. 
We find no evidence that the ETS has directly contributed to decarbonisation in the cement sector. 
· The use of cleaner fuels, like biomass, has increased.  But we show this is mainly due to national policies and the uptake of this remains very low in many countries. 

We make proposals to urgently change the allocation rules, eliminate perverse incentives and avoid over-allocation.   This means closing the loophole which allows installations to keep 100% of free allocation even if their production dropped by 49%.  It also means changing the carbon leakage rules to from the current all-or-nothing system, to avoid disproportionate carbon leakage protection.

How can we cut cement sector emissions?

First, ensure a higher carbon price.  This helps not only quick wins, but encourages long-term investment, and makes many of the other recommendation suggested here cheaper.  Further recommendations are detailed in the report, and include more funding to finance deep-decarbonisation options like Carbon Capture and Storage through the Innovation Fund and other EU-level support channels, as well as recycling ETS auction revenues at the level of Member States. 

Alex Luta, Campaigner & Policy Analyst at Sandbag, commented:
“The EU ETS, far from decarbonising the cement sector, is actually leading to higher emissions. Substantial changes are urgently needed.  The best thing to do would be to have more ambitious climate targets and a higher carbon price. Policymakers should eliminate perverse incentives rewarding over-production with free allocation. Cement must no longer more allowances than it needs relative to other sectors; instead, it should receive substantial support for the development of deep-decarbonisation technologies.”

Read the report here

Register for the European Parliament event on Wednesday 16th March, 13.00, here.

Speaker details:
13:00 Welcome by Mr Peter Liese MEP, EPP
13:10 Alex Luta, Sandbag
13:25 Claude Loréa, CEMBUREAU
13:40 Donal O'Riain, Ecocem
13:55 Rob Van der Meer, HeidelbergCement
14:10 Panel Discussion and Q&A
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[bookmark: _Ref444760282]Figure 1: Expected development of allowance surpluses for major industrial sectors until the end of Phase 3.
	
[bookmark: _Ref445303654]Figure 2: Estimated scale of allowance surpluses by end of Phase 3 for the five largest cement manufacturers of 2014.
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	Company
	2014 cumulative surplus
	Value
(March 9, 2016)
	2014 emissions
	Surplus relative to 2014 emissions

	
	Mill. EUAs
	Mill. EUR
	Mill. tonnes
	%

	Lafarge-Holcim

	49.8
	299.7
	18.2
	274%

	Heidelberg-Italcementi
	45.8
	275.5
	28.1
	163%

	CRH

	31.9
	191.8
	10.3
	310%

	Cemex

	26.2
	157.5
	8.0
	327%

	Buzzi Unicem

	10.4
	62.5
	7.3
	142%


Table 1: The 5 cement companies with the largest surplus as of 2014. 
Source: Source: EUTL (Sandbag calculations)


Phase 3	2008	2009	2010	2011	2012	2013	2014	2015	2016	2017	2018	2019	2020	5	5	5	5	5	5	5	5	Cement	2008	2009	2010	2011	2012	2013	2014	2015	2016	2017	2018	2019	2020	9.1286471383384832E-2	0.46649381884505053	0.85656417906035009	1.2634438521319875	1.8377025780532903	2.1873500740953009	2.2191564991461008	2.3283183511014589	2.4170140166270668	2.4850268545903158	2.5321591546001256	2.5581547701704355	2.5629429973862363	Lime and plaster	2008	2009	2010	2011	2012	2013	2014	2015	2016	2017	2018	2019	2020	0.14703836172137341	0.66286161780138431	0.9345170520167736	1.1726166751099243	1.6476216691468091	1.6341976911270537	1.6245518928626208	1.5953450977941896	1.546053996786535	1.4787174098544724	1.3931653751542838	1.2891776111908468	1.1666974893534408	Iron and steel (EUTL)	2008	2009	2010	2011	2012	2013	2014	2015	2016	2017	2018	2019	2020	-2.1291423058158402E-3	0.57599620384460359	0.71497638070289526	1.300799037547145	2.070930329858685	1.6879863620260263	1.5844084395576947	1.4734246289000665	1.3381989694940557	1.1785142376895736	0.99416325719183773	0.78487088834024965	0.55057754199510645	Refineries	2008	2009	2010	2011	2012	2013	2014	2015	2016	2017	2018	2019	2020	-2.4987118781954202E-2	1.3036867191295522E-2	9.9444391727753351E-2	0.18035253035900539	0.33828823550444498	0.15746188005109135	8.3967620151403684E-3	-0.16474136191684077	-0.35369172709491042	-0.55845892101318351	-0.77916645015318964	-1.0159806092425807	-1.2689328918539411	Paper	2008	2009	2010	2011	2012	2013	2014	2015	2016	2017	2018	2019	2020	0.1807218460551181	0.52559415437031098	0.79286542241426039	1.1897798825451757	1.6752635666808622	1.8142472319115324	2.0688369659412347	2.2127252641964335	2.3335311305346904	2.4311354736504796	2.5054294004321673	2.5562708104260268	2.5836880647249871	Organic chemicals	2008	2009	2010	2011	2012	2013	2014	2015	2016	2017	2018	2019	2020	0.16630386239881459	0.43467435685282318	0.61876063180161289	0.87779642344043451	1.2404538256693953	1.006343658397939	0.99009155674077132	0.92843244494303423	0.84915081451630736	0.75209197629656654	0.63711666596520344	0.50403831634433516	0.35282348857265011	Inorganic chemicals	2008	2009	2010	2011	2012	2013	2014	2015	2016	2017	2018	2019	2020	0.10783209378866934	0.42161892782534494	0.52403995983938989	0.65174223364137096	0.87549469783793643	0.59037627814594718	0.65888180525459883	0.70708806899517551	0.73502237826946915	0.74251745464239693	0.72942487991889049	0.69553795606311664	0.64083051661595614	Steam and air conditioning	2008	2009	2010	2011	2012	2013	2014	2015	2016	2017	2018	2019	2020	3.0282207157892566E-2	0.11178528844517263	0.12662944322634379	0.31504075531810949	0.53120511068019871	7.1647213889227818E-2	-0.40442661907814476	-0.95541576789934957	-1.560276736899086	-2.2129283561077298	-2.9087619682937689	-3.643783132957032	-4.4155665831225468	Fertilisers and nitrogen compounds	2008	2009	2010	2011	2012	2013	2014	2015	2016	2017	2018	2019	2020	6.9799312105636988E-2	0.42980738633478199	0.5682919595578465	0.67506185261704754	0.86744308543818727	8.837064258190723E-2	-3.5751002591046847E-2	-0.18701961537478132	-0.35448483803810454	-0.53826448609537003	-0.73844475874568749	-0.95514436630478528	-1.1883984500630205	Crude petroleum extraction	2008	2009	2010	2011	2012	2013	2014	2015	2016	2017	2018	2019	2020	-0.37555046813582721	-0.72592276809174139	-1.0130805000145249	-1.3252432594865671	-1.5940569368991764	-1.949424483667723	-2.31431901910589	-2.710346525132199	-3.1174807763777257	-3.535838789912968	-3.9655270781444742	-4.4066831090831879	-4.859361500001798	Aluminium	2008	2009	2010	2011	2012	2013	2014	2015	2016	2017	2018	2019	2020	0.67067372218677501	1.6976220461086027	1.6968848433328521	2.0799477684195344	2.4880151436130653	0.33297349178666585	0.24533562862253036	0.13192130333419375	2.0519270611298324E-3	-0.14442767054252878	-0.30765841212812112	-0.48782551772452049	-0.68497604789850386	
Years' worth of spare EUAs




Phase 3	1	1	1	1	1	1	1	1	1	Lafarge-Holcim	2008	2009	2010	2011	2012	2013	2014	2015	2016	2017	2018	2019	2020	2.4004079999999992	11.056169000000001	20.31432400000001	30.764521999999999	45.853034000000001	51.056692000000012	54.539030000000011	57.493336000000021	60.057785000000003	62.228176000000047	64.000672000000009	65.370315999999974	66.335703000000038	Heidelberg-Italcementi	2008	2009	2010	2011	2012	2013	2014	2015	2016	2017	2018	2019	2020	2.1339720000000022	11.003957	21.033925	29.568380999999999	39.912313000000012	44.762597	45.810679999999998	46.195271000000012	46.054890999999998	45.383834	44.176890000000007	42.427323000000008	40.133234000000009	Cemex	2008	2009	2010	2011	2012	2013	2014	2015	2016	2017	2018	2019	2020	2.4412569999999998	7.2305379999999966	11.695535	16.02003599999999	21.72238699999998	25.17226299999999	26.189975	27.046373999999989	27.739774999999991	28.26842599999998	28.630722999999989	28.824587999999999	28.849442	Buzzi	2008	2009	2010	2011	2012	2013	2014	2015	2016	2017	2018	2019	2020	0.485402000000001	2.261982000000001	3.6843720000000011	4.9254799999999976	7.5096980000000029	8.6077520000000014	9.8474810000000037	10.93393	11.865505000000001	12.640532	13.257491999999999	13.714415000000001	14.01075	CRH	2008	2009	2010	2011	2012	2013	2014	2015	2016	2017	2018	2019	2020	2.175478	8.7529850000000042	15.831381	22.384258999999989	29.304068000000001	31.641678999999989	31.898637999999981	32.286673	32.478029999999997	32.470612000000003	32.262498000000001	31.851206000000001	31.236038999999991	
Million EUAs
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